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Summary 

As requested by Commissioner Mayes, Staff has projected an average and median 
customer bill for an APS residential customer served on Schedule E-12, based on actual 
usage levels for June 2004. Staff also created variations and considered factors as 
requested by Commissioners Mundell and Gleason. In response to Commissioner Mayes 
request, Staff varied the volume and price of natural gas consumed by APS to investigate 
the impact of natural gas prices on APS’ proposed Power Supply Adjustor (PSA) and 
customer bills. Application of the $8.22 per MMBtu NYMEX February 2005 price to the 
APS Base Case natural gas volumes would result in a PSA rate of $0.0038 1 per kWh, and 
a PSA rate impact of $2.81 to an E-12 bill using 738 kwh. In this case the PSA rate 
approaches, but does not reach the $0.004 per kWh band proposed for the PSA, so 
therefore, no PSA bank balance would accumulate. Application of the $8.22 per MMBtu 
price to the 3 percent load growth scenario, with all growth being met through additional 
natural gas generation, results in the $0.004 per kWh band being reached, so the PSA rate 
impact is $2.95 on the customer bill, and a PSA bank balance of approximately $67 
million would be accumulated. For a number of reasons, including APS’ substantial 
hedging of its 2005 natural gas supplies, Staff believes that a more likely price 
scenario is the $5.78 per MMBtu APS Base Case cost of natural gas. At this price 
and using the APS Base Case volumes, the resulting PSA rate would be $0.00006 per 
kWh, resulting in a rate impact or $0.04 on an E-12 residential customer using 738 
kWh. When the 3 percent load growth scenario volume is applied to the $5.78 per 
MMBtu price, it results in a PSA Rate of $0.00182 per kWh and a rate impact of $1.34 
on an average E-12 residential customer bill. Scenarios using the $4.00 per MMBtu gas 
price show sizable E-12 customer bill decreases under both the APS Base Case volume 
and the 3 percent load growth volume, a decrease of $1.97 and $1.20 respectively. In 
summary, natural gas prices and volumes are an important factor in the PSA rate as 
contemplated in the proposed PSA as well as in the resulting customer bills, but a number 
of factors considerably reduce the impact of changes in natural gas prices and volumes on 
the proposed PSA and resulting customer bills. 

Description of Staff Approach 

The basis for this analysis is the request from Commissioner Mayes for estimates 
of customer bills in April 2006, as contained in the “homework assignment” and follow 
up clarification sheet. Additionally, during the initial days of the hearing, Commissioner 
Mundell requested that actual 2003 and 2004 cost information be considered and 
Commissioner Gleason expressed an interest in looking at bands, where costs are 
increased or decreased by 10 or 20 percent. Both of these requests are addressed within 
the overall context of responding to the “homework assignment”. 

Staff received basic consumption and fuel and purchased power information from 
APS for the year 2003. This information provided the basis fo; analyzing the possible 
impacts of various factors on an average APS Schedule E-12 residential customer’s bill. 
The first time the Power Supply Adjustor (PSA) rate will have its annual update will be 
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in 2006, with the new PSA rate being applicable to customer bills in April 2006. Many 
things that impact the PSA rate can and likely will change between the 2003 historical 
data and the actual 2005 data which would be used to calculate the new PSA rate for 
April 2006. Staff has made a variety of assumptions in creating its projections of 
consumption, fuel and purchased power costs, and other inputs for the PSA. Appendix A 
discusses these assumptions in more detail. To summarize briefly, Staff ran a set of 15 
scenarios for both the average (738 kwh) and median (460 kwh) June 2004 residential 
consumption, varying the cost of natural gas and the volume of natural gas burned by 
APS to test the sensitivity of changes in APS’ natural gas supply in relation to what a 
residential customer would see in their bill. Gas costs were varied to include the APS 
base case cost of $5.78 per MMBtu, the $8.22 NYMEX scenario, the $8.22 NYMEX 
scenario adjusted for basin differentials, a $4.00 per MMBtu scenario, and a $10.00 per 
MMBtu scenario. Gas volumes were varied by using the gas volume contained in the 
APS base case, a doubling of gas volumes from the APS base case, and a case where load 
growth is assumed to be 3 percent annually and all the load growth is met by natural gas 
fired generation. The variations of these five gas cost possibilities and these three gas 
volume possibilities provide the fifteen scenarios. Admittedly, some of these cost and 
volume scenarios may not be likely to occur, but inclusion of them is helpful in reviewing 
the potential impact of natural gas generation in a wide spectrum of cases. 

These scenarios were run for all of the seven rate proposals listed in the request 
for this analysis: Today, APS Original Without Adjustors, APS Original With Adjustors, 
RUCO Original, Staff Original, Settlement Without Adjustors, and Settlement With 
Adjustors. 

Staff also made estimates of what the various adjustor mechanisms would be and 
included these estimates in calculating the potential customer bills under the various 
scenarios. In addition to the PSA calculations, Staff made estimates of the CRCC, TCA, 
EPS, and DSM adjustor amounts. The RCDAC was not considered because it does not 
apply to residential customers (except possibly in the case of a very large aggregation of 
residential customers). Staff also made an adjustment to the customer bill calculations to 
reflect the changing way in which franchise fees would be assessed. Appendix B 
discusses in greater detail how the various adjustor rates were estimated and how the 
franchise fee issue was addressed. 

The Staff Findings section below will show the results of the various scenarios, 
with Appendix C containing the details of the PSA bank balance calculations for each 
scenario. 

It is worthwhile to briefly discuss APS’ gas procurement activities as they relate 
to this bill estimation exercise. Generally speaking APS buys natural gas in a similar 
fashion to other Arizona gas buyers, subject to APS’ specific needs and circumstances. 
Virtually all of APS’ gas is sourced from the San Juan supply basin in northwest New 
Mexico and the Permian supply basin in west Texas. San Juan gas is generally preferred, 
as it typically comes at a lower price than Permian gas. APS’ natural gas supplies are 
delivered via the El Paso Natural Gas Company (El Paso) interstate pipeline system 
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under a variety of pipeline capacity contract rights which are the result of pipeline 
capacity allocation proceedings at the Federal Energy Regulatory Commission (FERC) in 
recent years. Within these contract rights, along with any other pipeline services (such as 
interruptible service or release capacity) which APS may acquire, APS' natural gas 
supplies are delivered to its electric generation units. The cost and mix of APS' pipeline 
capacity portfolio will likely change over time due to changing needs; FERC actions; 
changing market conditions; possible new access to pipelines, supply sources, and 
storage facilities; and other factors. For example, if the Kinder Morgan Silver Canyon 
pipeline project is actually constructed, APS' capacity rights on that pipeline, pre- 
approved by the Commission in Decision Number 67239 (September 15, 2004), would 
change the nature of APS' supply portfolio and resulting costs. 

Shown below is a chart of daily spot market prices in the San Juan basin in recent years. 

San Juan Daily Spot Market Prices ($/MMBtu) 
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NYMEX futures prices, such as the $8.22 per MMBtu price being used as the 
basis for some of the scenarios contained in this study, are usekl to consider, as they are 
a source of information regarding market expectations in the future. However, the price 
of a given month’s futures prices can and does vary significantly over time as market 
conditions and expectations change. Shown below is a chart of the February 2005 
NYMEX natural gas future price over time as well as the 50 day moving average. 

NYMEX:NGGS Max Raily Cc>2004 ino .corn 
NYMEX Henry Hub Natural Gas Feb 2005 

NYMEX htures are based upon physical deliveries at the Henry Hub, a location in 
Louisiana where five major pipelines come together. Given the location of the Henry 
Hub and the nature of the national pipeline network, it is highly unlikely that Henry Hub 
gas would actually be physically delivered to Arizona. Henry Hub prices are heavily 
influenced by eastern and midwestern market conditions and are typically higher than 
prices in both the San Juan and Permian basins where APS buys its natural gas. Further, 
Henry Hub prices tend to be more volatile than the natural gas supplies acquired by APS, 
particularly San Juan supplies. 



The chart below compares Henry Hub and San Juan spot market prices. A positive 
number indicates that Henry Hub prices are higher than San Juan prices. 

San Juan vs. Henry Hub - Daily Spot Price Differential ($/MMBtu) 

($1 .OOO) 

($1 500) 

~ 

rce: Gas Daily 



The chart below shows Permian basin spot market prices in comparison to Henry Hub 
spot market prices, with a positive number indicating that Henry Hub prices are higher 
than Permian prices. 
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The prices paid in the San Juan and Permian basins are significantly different than Henry 
Hub prices, though the differential varies over time. While NYMEX futures prices are a 
useful reference point, their use must be tempered by a recognition of the differences 
between pricing at the Henry Hub and pricing in the locations which APS sources its 
natural gas from. Appendix A contains an explanation of the adjustment Staff made to 
the $8.22 per MMBtu NYMEX price, reducing it to $7.60 per MMBtu, to be more 
reflective of Arizona gas supply prices. 

Staff Findings 

While a wide variety of assumptions had to be made to create these estimates of 
April 2006 residential customer bills for customers on Schedule E-12, this exercise 
nevertheless provides some insight into the impact of natural gas prices and other factors 
on the change in customer bills. This discussion will primarily focus on the scenarios 
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showing today’s rates and rates under the settlement with adjustors, since a comparison 
of these two scenarios is the most apt to reflect what a current customer might see in 
changes from current to future APS rates as proposed in the Settlement. 

Regarding the five gas price projections used in calculating these scenarios, it 
should be noted that some price projections are much more likely to be reflective of 
actual circumstances in the near future than others. With the caveat that natural gas 
prices are notoriously unpredictable, Staff believes that the most likely of the five price 
scenarios is the $5.78 per MMBtu scenario, with the $7.60 scenario next most likely. 
The $4.00 per MMBtu scenario illustrates what could happen with a warm winter 
dampening natural gas demand at a time when storage facilities are at record high 
inventories. Natural gas prices have been both high and volatile now for most of the last 
4-5 years and industry projections show continued high prices and significant volatility in 
the near future. However, there is some amount of self-correction in the market, as high 
prices and volatility tend to result in demand destruction, particularly in the industrial 
sector. Despite high natural gas prices in recent years, the market has yet to experience 
annual average prices in the $7.00 or $8.00 per MMBtu range. Additionally, APS has 
already hedged a significant percentage of its natural gas supplies for 2005, 
approximately 60 percent. Such hedging substantially reduces the likelihood that APS’ 
overall natural gas supply cost would approach the prices reflected in the $10.00, $8.22, 
and even $7.60 price scenarios. For example, if APS has hedged 60 percent of its 2005 
natural gas prices at $5.00 per MMBtu, it would take an average price of $11.50 per 
MMBtu for the other 40 percent of APS’ natural gas supplies to reach an average annual 
price of $7.60 per MMBtu in 2005. A market price averaging $11.50 per MMBtu in 
2005 would far exceed what the United States natural gas markets have seen during any 
recent time period, let alone over a twelve month period. Any additional hedging APS 
does for 2005 natural gas supplies would have a further dampening effect on the likely 
average natural gas price for APS in 2005. 

The three variations on natural gas volumes used by APS are to use the base case 
APS consumption, which is the 2003 number provided in APS’ base case, a doubling of 
natural gas use by APS, and a three percent annual load growth for APS with all such 
growth being met by additional natural gas-fired generation. The doubled gas usage in 
2005 is a highly unlikely gas usage scenario, but is included to demonstrate the impact 
which very large increases in natural gas consumption could have on the PSA. This 
scenario could be more reflective of what the PSA might look like W h e r  out in the 
future if natural gas continues to be the fuel which is relied upon for most or all future 
incremental electric generation additions. Staff believes that the 2003 base case is 
probably on the low end of what likely gas usage would be in 2005, with the three 
percent growth case probably representing somewhere on the high end of likely gas usage 
in 2005. Somewhere within the range of the base and three percent cases is a likely area 
of APS gas usage in the near future, based upon the current reliance on natural gas for 
new electric generation needs. It is worth noting that under the three percent load growth 
scenario with all growth being met with natural gas-fired generation, this would result in 
an approximately one third increase in natural gas consumption by APS in the two year 
period from 2003 to 2005. 
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Regarding the $0.004 per kwh band on how much the PSA rate can change, it is 
worth noting that at the base case sales level, approximately $100,000,000 will be 
recovered by the PSA rate being reset and as sales increase over time, that amount which 
would be recovered within the $0.004 per kwh band will increase. At current levels the 
$100,000,000 amount would equal almost 20 percent of APS’ net fuel and purchased 
power costs. For the 738 kwh average usage customer, their monthly bill would reflect a 
PSA impact of $2.95 if the $0.004 per kwh band is reached in resetting the PSA rate. No 
additional impact is possible from the PSA on an annual basis, outside a temporary PSA 
surcharge which the Commission would have to approve. 

Given these discussions of what Staff believes are the more likely gas volume and 
gas price scenarios when the PSA rate is reset for the first time in April 2006, it appears 
very possible that there will be some level of undercollection in the PSA bank balance 
when the PSA rate is reset in April 2006, subject to a wide variety of uncertain variables 
that could move the balance either direction. However the balance level is likely to be 
relatively small and to have a relatively small impact on customer bills, especially in light 
of APS’ significant level of gas price hedging already in place. In some examples, the 
effects of both the base rate increase and the other adjustors are noticeably larger than the 
effect of the PSA. For example, looking at the average usage scenarios, Scenario One, 
with the APS Base Case gas price and volumes shows a PSA impact on the customer bill 
of $0.04. Scenario 11, with the APS Base Case price and 3 percent load growth, shows a 
PSA impact on the customer bill of $1.34, which is slightly larger than the impact of the 
other adjustors, but still smaller than the impact of the base rate increase. 

The impact of the 90/10 split is of note in these scenarios. For example, in the 
previously referenced Scenario 11, application of the 9040 split saves ratepayers 
approximately $5.4 million which absent the 90/10 sharing would have been recovered 
through a higher PSA rate. 

For the rate proposals below, only two, APS Original With Adjustors and 
Settlement with Adjustors vary between scenarios, as these are the only two which use 
the PSA rate, which varies depending upon natural gas cost and volumes. The other five 
rate proposals reflect the same base rate total and final bill through all 15 scenarios in 
each part. The 15 scenarios using June average usage are shown in Part A, and then the 
15 scenarios using June median usage are shown in Part B. 

Response to Request by Commissioner Mundell 

Commissioner Mundell requested the parties, as part of the homework exercise, to 
look at the actual 2003 and 2004 he1 costs in assessing possible impacts on customers 
bills of the PSA. Staff contacted APS regarding this information and APS indicated that 
its average cost for the most recent 12 months available, October 2003 through 
September 2004, was $0.021224 per kwh. A comparison of this number with the 
proposed base cost of fuel and purchased power of $0.020743 per kwh shows that this 
recent cost information represents a 2.32 percent increase over the average cost reflected 
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in the proposed base cost of fuel and purchased power. If this 2.32 percent increase were 
applied to the $524.6 million net fuel and purchased power cost total for 2003 used in 
calculating the base cost of fuel and purchased power, this would result in an increase of 
approximately $12 million in annual fuel costs, to approximately $536.8 million. Given 
the large amount of money APS spends annually on fuel and purchased power and the 
potential significant variation in these costs from year to year due to a variety of factors, 
the 2.32 percent difference between the costs used in calculating the proposed base cost 
of fuel and purchased power and the latest 12 months of available fuel costs is relatively 

Total Annual Fuel 
Gas Price Price per Total Annual and Purchased 

minor. 

Percent Change in 
Total Fuel Cost from 

Response to Request by Commissioner Gleason 

Variation 
APS Base Case 
10% increase 
20% increase 
10% decrease 
20% decrease 

MMB~U Gas Cost Power Cost APS Base Case 
$5.78 $248,400,000 $524,600,000 
$6.36 $273,200,000 $549,400,000 +4.7% 
$6.94 $298,100,000 $574,300,000 +9.5% 
$5.20 $223,600,000 $499,800,000 -4.7% 
$4.62 $198,700,000 $474,900,000 -9.5% 



Part A: April 2006 Customers Bills -June Average Usage Scenarios 

This set of scenarios is based upon average June 2004 consumption by residential 
customers served on Schedule E-12. 

Average Usage Scenario One 
Gas Price: APS Base Case of $5.78 Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $248,400,000 
Annual Net Fuel and Purchased Power Costs: $524,600,000, PSA Rate: $0.00006 per kwh 

Average Usage Scenario Two 
Gas Price: $8.22 per MMBtu (2-05 NYMEX) Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $353,300,000 
Annual Net Fuel and Purchased Power Costs: $$629,500,000, PSA Rate: $0.00381 per kwh 

Average Usage Scenario Three 
Gas Price: $8.22 per MMBtu Adjusted to AZ prices (to $7.60) Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $326,700,000 
Annual Net Fuel and Purchased Power Costs: $602,900,000, PSA Rate: $0.00286 per kwh 
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I Average Usage Scenario Four 
Gas Price: $4.00 per MMBtu Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $171,900,000 I 

Rate: 40.00267 per kWh 

I Averaee Usaee Scenario Five I u - u  

Gas Price: $10.00 per MMBtu Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $429,900,000 

I Annual Net Fuel and Purchased Power Costs: $706.100.000. PSA Rate: $0.00400 Der kwh I 

Subtotal $70.58 $76.26 $80.07 $69.33 $68.67 $73.65 $77.47 
Franchise Fee $1.01 $1.40 $1.47 $1.27 $1.26 $1.35 $1.42 
Final Bill $71.59 $77.66 $81.54 $70.59 $69.93 $75.00 $78.88 
O h  Change in Final 1 BillFromToday I 7.7% I 13.1% I -2.1% I -3.0% 1 4.0% I 9.4% I 

I Averaee Usaee Scenario Six I . . . . - . - _. 

Gas Price: APS Base Case of $5.78 Gas Volume: APS Base Case Doubled 
Annual Gas Volume: 85,970,000 MMBtu, Annual Gas Cost: $496,800,000 
Annual Net Fuel and Purchased Power Costs: $773,100,000, PSA Rate: $0.00400 per kWh 
Balancing Account after Application of $0.004 per kwh band: $21,486,850 
June Usage of 738 APS Original APS Original Settlement Settlement 
kWh Today W/O Adjustors With Adjustors RUCO Original Staff Original W/O Adjustors With Adjustors 
Base Rate Total $70.74 $76.26 $76.26 $68.73 $67.88 $73.65 $73.65 
% Chanee in Base 

I BillFromToday I 7.7% I 13.1% I -2.1% 1 -3.0% I 4.0% I 9.4% I 
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Average Usage Scenario Seven 
Gas Price: $8.22 per MMBtu (2-05 NYMEX) Gas Volume: APS Base Case Doubled 
Annual Gas Volume: 85,970,000 MMBtu, Annual Gas Cost: $706,700,000 

% Change in Final 
Bill From Today 

1 Annual Net Fuel and Purchased Power Costs: $982,900,000, PSA Rate: $0.00400 Der kwh I 

7.7% 9.0% -2.1% -3.0% 4.0% 5.3% 

Average Usage Scenario Eight 
Gas Price: $8.22 per MMBtu Adjusted to AZ Prices ($7.60) Gas Volume: APS Base Case Doubled 
Annual Gas Volume: 85,970,000 MMBtu, Annual Gas Cost: $$653,400,000 

I Annual Net Fuel and Purchased Power Costs: $929,600,000, PSA Rate: $0.00400 per kwh 
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$0.001 82 per kwh 

k w h  
Base Rate Total 
% Chanee in Base 

Average Usage Scenario Twelve 
Gas Price: $8.22 per MMBtu (2-05 NYMEX) Gas Volume: AF'S Base Case + 3 Percent Annual Load Growth 
Annual Gas Volume: 57,527,000 MMBtu, Annual Gas Cost: $472,900,000 
Annual Net Fuel and Purchased Power Costs: $749.100,000, PSA Rate: $0.00400 per kwh 

Today W10 Adjusters With Ad&tors RUCO Original Staff Original WIO Adjustom With Adjustom 
$70.74 $76.26 $76.26 $68.73 $67.88 $73.65 $73.65 
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Average Usage Scenario Thirteen 
Gas Price: $8.22 per MMBtu Adjusted to AZ prices (to $7.60) Gas Volume: APS Base Case + 3 Percent Annual 
Load Growth 
Annual Gas Volume: 57.527,OOO MMBtu, Annual Gas Cost: $437,200,000 
Annual Net Fuel and Purchased Power Costs: $713,400,000, PSA Rate: $0.00400 per kwh 

Average Usage Scenario Fifteen 
Gas Price: $10.00 per MMBtu Gas Volume: APS Base Case + 3 Percent Annual Load Growth 
Annual Gas Volume 57,527,000 MMBtu, Annual Gas Cost: $575,300,000 
Annual Net Fuel and Purchased Power Costs: $85 1,500,000, PSA Rate: $0.00400 per kwh 
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Part B: April 2006 Customers Bills -June Median Usage Scenarios 

The median June 2004 E-12 residential customer usage is 460 kwh. Median 
usage is not a usage measure that is typically considered in the review of energy company 
charges. The same set of 15 scenarios has been run for this usage level. The median 
usage scenarios show the same general pattern in relation to natural gas price and volume 
impacts. The main difference is that rate base total and final bill differences from 
Today’s rates are more heavily influenced by differences in the customer charge and the 
per kwh charge in the first 400 kwh block, as would be expected when looking at 
customers with a lower usage level. 

Median Usage Scenario Sixteen 
Gas Price: APS Base Case of $5.78 Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $248,400,000 
Annual Net Fuel and Purchased Power Costs: $524,600,000, PSA Rate: $0.00006 per kwh 

Median Usage Scenario Seventeen 
Gas Price: $8.22 per MMBtu (2-05 NYMEX) Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $353,300,000 
Annual Net Fuel and Purchased Power Costs: $$629,500,000, PSA Rate: $0.00381 per kwh 
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I Median Usaee Scenario Nineteen 
Y 

Gas Price: $4.00 per MMBtu Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $171,900,000 

I Annual Net Fuel and Purchased Power Costs: $448.100.000. PSA.Rate: 40.00267 oer kwh I 
Balancing Account after Application of $0.004 per kwh’band: $0 
June Usage of 460 APS Original APS Original 
kWh Today WiO Adjustors With Adjustors RUCO Original Staff Original W/O Adjustors With Adjustors 
Base Rate Total $42.56 $52.25 $52.25 $41.35 $40.84 $44.31 $44.31 
% Chance in Base 

Settlement Settlement 

1 BiUFromToday I 22.2% I 22.8% I -2.1% I -3.0% I 3.7% I 2.4% 1 

Median Usage Scenario Twenty 
Gas Price: $10.00 per MMBtu Gas Volume: APS Base Case 
Annual Gas Volume: 42,985,000 MMBtu, Annual Gas Cost: $429,900.000 

I Annual Net Fuel and Purchased Power Costs: $706,100,000, PSA.Rate: $0.00400 per kwh I 
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Median Usage Scenario Twenty-one 
Gas Price: APS Base Case of $5.78 Gas Volume: APS Base Case Doubled 
Annual Gas Volume: 85,970,000 MMBtu, Annual Gas Cost: $496,800,000 
Annual Net Fuel and Purchased Power Costs: $773.100.000. PSA Rate: $0.00400 Der kwh 

I BillFromToday I 22.2% I 28.1% I -2.1% I -3.0% I 3.7% I 9.5% I 

I Median Usage Scenario Twenty-Two I 
Gas Price: $8.22 per MMBtu (2-05 NYMEX) Gas Volume: APS Base Case Doubled 
Annual Gas Volume: 85,970,000 MMBtu. Annual Gas Cost: $706,700.000 

I Annual Net Fuel and Purchased Power Costs: $982,900,000, PSA.Rate: $0.00400 per kwh I 

Median Usage Scenario Twenty-Three 
Gas Price: $8.22 per MMBtu Adjusted to AZ Prices ($7.60) Gas Volume: APS Base Case Doubled 
Annual Gas Volume: 85.970.000 MMBtu, Annual Gas Cost: $$653.400.000 

I Annual Net Fuel and Purchased Power Costs: $929,600,000, PSA Rate:' $0.00400 per kwh I 
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Rate: $0.00009 per kwh 

Median Usage Scenario Twenty-Five 
Gas Price: $10.00 per MMBtu Gas Volume: APS Base Case Doubled 
Annual Gas Volume: 85,970,000 MMBtu, Annual Gas Cost: $859,700,000 
Annual Net Fuel and Purchased Power Costs: $1,135,900,000, PSA Rate: $0.00400 per kwh 

Subtotal $42.91 $52.25 $54.75 $41.86 $41.47 $44.31 $46.82 
Franchise Fee $0.61 $0.96 $1.00 $0.77 $0.76 $0.81 $0.86 
Final Bill $43.52 $53.20 $55.75 $42.62 $42.23 $45.12 $47.67 
% Change in Final 
Bill From Today 22.2% 28.1% -2.1% -3.0% 3.7% 9.5% 

Median Usage Scenario Twenty-Six 
Gas Price: APS Base Case of $5.78 Gas Volume: APS Base Case + 3 Percent Annual Load Growth 
Annual Gas Volume: 57,527,000 MMBtu, Annual Gas Cost: $332,500,000 
Annual Net Fuel and Purchased Power Costs: $608,700,000, PSA Rate: $0.001 82 per kWh 
Balancing Account after Auulication of $0.004 Der kWh band: $0 I 

Settlement Settlement June Usage of 460 APS Original APS Original 
k w h  Today W/O Adjustors With Adjustors RUCO Original Staff Original W/O Adjustors With Adjustors 
Base Rate Total $42.56 $52.25 $52.25 $41.35 $40.84 $44.31 $44.31 
% Chanee in Base 

1 BillFromToday I 22.2% 1 25.8% I -2.1% I -3.0% I 3.7% I 7.2% I 
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Median Usage Scenario Twenty-Seven 
Gas Price: $8.22 per MMBtu (2-05 NYMEX) Gas Volume: APS Base Case + 3 Percent Annual Load Growth 
Annual Gas Volume: 57,527,000 MMBtu, Annual Gas Cost: $472,900,000 
Annual Net Fuel and Purchased Power Costs: $749,100,000, PSA Rate: $0.00400 per kwh 
Balancing Account after Application of $0.004 per kWh band: $67,960,956 
June Usage of 460 AF'S Original APS Original Settlement Settlement 
kwh Today W/O Adjustors With Adjustors RUCO Original Staff Original W/O Adjustors With Adjustors 
Base Rate Total $42.56 $52.25 $52.25 $41.35 $40.84 $44.31 $44.31 
% Chanee in Base 

Median Usage Scenario Twenty-Eight 
Gas Price: $8.22 per MMBtu Adjusted to AZ prices (to $7.60) Gas Volume: APS Base Case + 3 Percent Annual 
Load Growth 
Annual Gas Volume: 57.527,OOO MMBtu, Annual Gas Cost: $437,200,000 
Annual Net Fuel and Purchased Power Costs: $713,400,000, PSA Rate: $0.00400 per kwh 
Balancing Account after Application of $0.004 per kWh band: $35,830,956 
June Usage of 460 AF'S Original APS Original Settlement Settlement 
kwh Today W/O Adjustors With Adjustors RUCO Original Staff Original WIO Adjustors With Adjustors 
Base Rate Total $42.56 $52.25 $52.25 $41.35 $40.84 $44.31 $44.31 
% Change in Base 

I Annual Net Fuel and Purchased Power Costs: $506,300,000, PSA Rate: -$0.00163 per kWh I 
Balancing Account after Application of $0.004 per kWhband: $0 
June Usage of 460 AF'S Original A P S  Original Settlement Settlement 
k w h  Today W/O Adjustors With Adjustors RUCO Original Staff Original W/O Adjustors With Adjnstors 
Base Rate Total $42.56 $52.25 $52.25 $41.35 $40.84 $44.31 $44.31 
% Chanee in Base 
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Median Usage Scenario Thirty 
Gas Price: $10.00 per MMBtu Gas Volume: APS Base Case + 3 Percent Annual Load Growth 
Annual Gas Volume 57,527,000 MMBtu, Annual Gas Cost: $575,300,000 
Annual Net Fuel and Purchased Power Costs: $85 1,500,000, PSA Rate: $0.00400 per kwh 
Balancing Account after Application of $0.004 per kwh band: $160,120,956 
June Usaee of 460 I I APS Orieinal I APS Original I I I Settlement I Settlement - 
kWh 
Base Rate Total 
% Chanee in Base 

Today W10 Ad&ors With A d & m  RUCO Original Staff Original WIO Adjusters With Adjustors 
$42.56 $52.25 $52.25 $41.35 $40.84 $44.3 1 $44.31 
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Appendix A: Staff Assumptions 

This Appendix lists the assumptions that underlie the various scenarios as well as further 
discussion as needed. 

1. 

2. 

3. 

4. 

5 .  

6. 

7. 

8. 

The most basic assumption is that except for the limited variables which are adjusted 
from scenario to scenario, the system is assumed to be static. Of course in real life 
many variables can and will change, but modeling a wide variety of variable changes 
would be difficult, unwieldy, and in Staffs view is unnecessary to assess the general 
impact which variations in APS’ natural gas supply portfolio would have on customer 
bills. Many of these variables which are assumed to be static are listed below. 
APS’ hedging of natural gas prices is not directly taken into consideration. However, 
to the extent APS had hedged its natural gas prices, it would be less likely that the 
high cost scenarios would reflect what could happen in the future, subject to the 
details of APS’ hedging activities. 
For the scenarios using the $8.22 NYMEX value adjusted for basin differentials, a 
basic calculation was made to estimate the typical price differential between the 
Henry Hub, which is the basis for NYMEX futures, and the San Juan and Permian 
basins where APS buys natural gas. This was done by calculating the average 
differential between the basins for 2004 and then taking the average of those two 
numbers, assuming APS takes equal amounts of fuel from the San Juan and Permian 
basins. For daily spot market prices in 2004 as reported in Gas Daily, San Juan gas 
was typically $0.71 per MMBtu cheaper than Henry Hub gas and Permian gas was 
typically $0.53 per MMBtu cheaper than Henry Hub gas. The average of these two 
numbers is $0.62 per MMBtu. This number is subtracted from $8.22 to arrive at the 
$7.60 per MMBtu price used in the gas price scenario reflected the $8.22 NYMEX 
price adjusted for basin differentials. 
It is assumed that there will be no changes in the cost of pipeline service from El 
Paso. There may not be significant changes in the cost of pipeline service through 
2005, but with the pending El Paso rate proceeding in 2005 as well as other potential 
cost increases resulting from factors such as tighter balancing requirements, it seems 
likely that pipeline service costs will increase for APS in the future. 
No modeling was done of how natural gas price changes would impact how APS 
manages its business including how various generating units are dispatched and 
possible shifting among fuel sources. 
Future natural gas prices are unknown and projections of natural gas prices are 
notoriously inaccurate. A variety of uncertain factors, such as economic conditions, 
weather, and world petroleum markets, greatly impact natural gas prices both now 
and in the future. The variety of scenarios presented provides a spread of possible 
natural gas price cases. 
There was no assessment of how much APS load may actually increase due to 
expanding demand for electricity from population and economic growth or decrease 
due to greater funding of energy-efficient demand side management efforts or other 
factors. 
Staffs direct testimony does not contain specific rate element proposals for rate 
schedules, including rate schedule E- 12, which is under consideration in this analysis. 
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Staffs direct testimony did contain a recommendation that residential rates be 
reduced by 4.04 percent. For purposes of this analysis, this 4.04 percent decrease is 
applied across all E-12 rate elements to provide an estimate of what E-12 rates would 
be under Staffs original case. Further, this 4.04 percent decrease was applied to 
Today’s rates, so, as was done with Today’s rates, the franchise fee was factored out 
of the rates for the purpose of calculating the base rate total. The franchise fee is later 
added back in as the final step in calculating the final customer bill. Franchise fees 
are discussed in more detail in Appendix B. 

9. RUCO’s direct testimony proposes a 2.84 percent decrease and indicates that 
residential customers should receive the same percentage decrease as other rate 
classes. So in a fashion similar to the application of Staff’s 4.04 percent proposed 
decrease, the 2.84 percent decrease proposed by RUCO is applied evenly to all rate 
elements for Today’s schedule E-12. And the franchise fee is also treated in the same 
fashion as previously described for Staffs original case. Franchise fees are discussed 
in more detail in Appendix B. 

discuss which are considered in each of the seven rate proposals considered, and why 
or why not. 

included, as that is the only such adjustor or surcharge currently being applied in 
APS’ rates. 

B. APS Original W/O Adjustors - For APS Original W/O Adjustors, no adjustors or 
surcharges are applied, as the title of this rate proposal suggests. 

C. APS Original W/Adjustors - All Adjustors are applied consistent with levels 
proposed in the Settlement and as discussed in Appendix B. It should be noted that 
APS’ original proposal included the PSA, the TCA, the EPS, and the CRCC. It did 
not contemplate a DSM adjustor. 

D. RUCO Original - In RUCO’s original position, they were against the PSA, the TCA, 
and a DSM adjustor, so these were not included in the RUCO Original rate proposal. 
RUCO was in favor of the EPS and the CRCC (as proposed by APS), so these are 
included. 

E. Staff Original - Staff originally opposed a PSA so that is not included in the Staff 
Original rate proposal. Staff included an EPS, CRCC, and TCA, so these are 
included. Staff supported up to $4 million to be recovered through the DSM adjustor, 
so DSM funding at a $4 million level recovered through the DSM adjustor is 
included. 

F. Settlement W/O Adjustors - For Settlement W/O Adjustors, none of the adjustors is 
applied, as suggested by the title of this rate proposal. 

G. Settlement W/Adjustors - For Settlement W/Adjustors, all the adjustors are applied 
consistent with the provisions of the Settlement and as described in Appendix B. 

11. APS’ off-system sales amount contained in the base case ($29.2 million) is assumed 
to stay constant through all the scenarios. 

10. For the EPS, CRCC, DSM, TCA, and PSA adjustors, it is worthwhile to briefly 

A. Today’s Rates - For the Today’s rate proposal, only the $0.35 EPS surcharge is 
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Appendix B: Miscellaneous Adjustor and Franchise Fee Calculations 

1. 

2. 

3. 

4. 

5. 

CRCC - The CRCC rate contained in the Settlement, $0.000338 per kwh, is applied 
to the number of kwh used in a given scenario. There were slightly different CRCC 
amounts included in Staffs direct testimony, APS’ original testimony, and the 
Settlement. For purposes of these bill comparisons, the Settlement CRCC level is 
used, as the difference resulting from the other amounts is minimal. 
TCA - The Settlement provides for the TCA to take effect when the transmission 
component of retail rates exceeds the test year base of $0.000476 per kwh by five 
percent. For use in the customer bill estimates, the TCA rate is assumed to exceed the 
test year base by 20 percent, resulting in a TCA rate of $0.0000952 per kWh. 
EPS - The EPS surcharge is set at $0.35 per month, per the Settlement, which 
provides that the initial charge will be the same as contained in the current EPS 
surcharge tariff, including caps. 
DSM - The DSM adjustor rate is set assuming that APS will spend at the full $16 
million dollar level in 2005, with $10 million built into base rates and $6 million 
collected through the DSM adjustor, resulting in a $0.000256 per kwh, based on 
retail sales of 23,473,646,000 kWh. 
Franchise fee - APS pays various percentage franchise fees to various municipalities 
in Anzona. Currently the franchise fees are built into APS’ base rates, meaning in 
effect all APS customers are paying the same franchise fee, regardless of which 
municipality they reside or do business in. Under the Settlement, the franchise fee 
would be separated out of base rates and would be applied to the customer bill at the 
last stage of calculating the customer bill, after the various adjustor rates have been 
applied. This new way of applying the franchise fee is more accurate, as customers 
will now be paying the actual franchise fee in their location, rather than a system 
average built into rates. But this change in the franchise fee calculation adds a 
wrinkle to the comparison of customer bills today and under various rate proposals. 
To present today’s rates and the various rate proposals on a consistent footing, Staff 
has removed the franchise fee from today’s rates, as well as from the rates under 
Staffs original case and RUCO’s original case, since these are calculated off today’s 
rates. This results in the total base rates for all rate proposals not reflecting franchise 
fees. The franchise fees are then added back in to all the rate proposals at the 
appropriate point later in the customer bill calculations. 

The franchise fee used for all rate proposals other than today’s rates is the Phoenix 
franchise fee of 1.83 percent. This franchise fee is slightly higher than the average 
franchise fee used in today’s rates. This results in the franchise fee being applied to 
all the other rate proposals being a small amount higher than the franchise fee being 
applied to the today’s rates calculation. In the scenarios the differential is generally 
between $0.15 and $0.40 extra being applied to the new rate proposals due to the 
higher franchise fees used. 
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